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The financial troubles facing US-based telecommunications company MCI WorldCom could have
major repercussions on a plan in the Mexican Congress to reform the country's telecommunications
sector. During the past months, legislators from the major parties have been considering various
options to implement changes in the telecommunications sector to better serve Mexican consumers.
The Congress had hoped to vote on a new telecommunications law (Ley Federal de
Telecomunicaciones, LFT) before the end of the last legislative session in May, but strong divisions
delayed the introduction of any legislative initiative on telecommunications.
Any legislation that reaches the floor will have to come out of the Comision Parlamentaria en
Telecomunicaciones, CPT), a multiparty committee that includes members of both houses of
Congress. CPT members are so divided on this issue that they have declined to set a date for debate
in the full Congress until some sort of consensus is reached.

TELMEX thwarts efforts to curb its market dominance
At the heart of the debate is whether to approve a law that would restrict the dominant role of
telecommunications giant TELMEX, thus opening the door to increased foreign competition.
A related decision is whether to create a more independent and powerful telecommunications
regulator (Comision Federal de Telecomunicaciones, COFETEL), which could potentially force
TELMEX to provide competitors access to its infrastructure.
The sometimes contentions disagreements on the future role of TELMEX have created a logjam on
LFT reforms that may not be resolved in a special session of Congress in July or even in the next
regular session, which begins in September. This has raised strong concerns among members of the
Camara Nacional de la Industria Electronica, Telecomunicaciones e Informatica (CANIETI), who
warn that the lack of a new LFT could severely restrict new investment in the telecommunications
sector. "
With or without a new telecommunications law, the Mexican government must provide COFETEL
with greater autonomy and strength," said Oscar Rodriguez, director of TELMEX's competitor
Avantel.
CANIETI has come under criticism from TELMEX, which has accused the chamber of promoting
the interests of competitors Avantel and Alestra, which are affiliates of US companies. To show its
displeasure with CANIETI, TELMEX has asked the Secretaria de Comunicaciones y Transportes
(SCT) for permission to form a rival telecommunications industry chamber, which would be called
the Camara de la Industria de las Telecomunicaciones.
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"Our resignation from CANIETI is irrevocable," said a statement from TELMEX and its cellular
telephone affiliate Telcel. "We have enough weight and influence to form an organism that will truly
represent our interests."
Some COFETEL officials contend the 450% growth in the value of the Mexican telecommunications
market in the past five years creates the need for greater regulation and increased participation
from foreign companies in the sector. The increased growth is attributed to the end of the TELMEX
monopoly in 1997 (see SourceMex, 1997-04-09). But members of the former governing Partido
Revolucionario Institucional (PRI), the center-left Partido de la Revolucion Democratica (PRD),
and the Partido del Trabajo (PT) have pledged to oppose any legislation that would allow foreign
telecommunications companies to own more than a 49% share of a Mexican affiliate.
"Our legislative proposal is nationalist. It intends to preserve Mexico's telecommunications
infrastructure in the hands of domestic investors," said PRD Deputy Victor Ochoa Camposeco. "We
don't want to close the sector to foreign investment, but the voting stock needs to be controlled by
domestic investors."

PAN wants more powerful telecommunications regulator
TELMEX has found strong support from the three parties in its effort to retain its privileged
position in the telecommunications market. This has led some members of the center-right Partido
Accion Nacional (PAN) to accuse some PRI legislators who belong to the CPT of a conflict of
interest because of their heavy lobbying on behalf of initiatives that favor TELMEX. The PAN's
telecommunications reform seeks to give the CFC stronger powers to force TELMEX to ease
restrictions on competitors, including reduced interconnection fees.
The federal anti-monopoly commission (Comision Federal de Competencia, CFC) supports the
PAN efforts to curb TELMEX's power. In early May, the CFC upheld a 2001 ruling that accused
TELMEX of engaging in monopolistic practices. The commission found the existence of relatively
monopolistic practices.
The original ruling, which examined TELMEX's market activities between January 1997 and
November 1999, found that TELMEX had substantial control over the local, national, and
international long-distance telephone markets. "TELMEX hindered the provision of national
and international long distance markets to the detriment of its competitors, who did not have the
opportunity to increase their client bases, affecting the national and international long distance
service markets," the CFC said.
TELMEX chief executive officer Jaime Chico Pardo immediately denounced the decision as an
"attack against Mexican companies." He said the proposal would place Mexican infrastructure at the
disposal of large multinational companies. TELMEX said the company needs to retain its position as
a dominant company to fulfill its mission to expand infrastructure to Mexico.
The SCT has set the ambitious goal of increasing the number of phones lines in Mexico to 25 per
100 residents. At present only 13.7 out of every 100 Mexicans have phone lines. This goal may not
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be possible without the cooperation of TELMEX, which still controls 96% of the local telephone
market, 78% of wireless connections, and 73% of long-distance service, according to TELMEX and its
competitors.
Responding to the CFC ruling and possible restrictions in a new LFT, the company in mid-June
announced a reduction of US$1.5 billion in its planned investments for 2001. "Our company has
invested about US$27 billion in the last 10 years, so it's doesn't make sense to impose restrictions
and reduce our market," said Javier Mondragon, legal-affairs director at TELMEX. Smaller
competitors like Maxcom, Axtel, and Unefon stand to lose from a weaker TELMEX, which in the
past has offered them the chance to compete against giants like Avantel and Alestra. Conversely,
supporters of open competition say TELMEX's monopoly has kept the cost of telephone service
high, with many Mexicans still unable to afford service.
A recent UN report said Mexicans have fewer telephone lines per 100 residents than many countries
in Latin America including Brazil, Colombia, Costa Rica, and Panama.

MCI WorldCom problems could influence debate
The debate over telecommunications reform in the coming weeks will almost certainly be influenced
by the news of the financial problems facing US-based multinational company MCI WorldCom,
which is part owner of Mexican telecommunications company Avantel. MCI WorldCom created
Avantel in 1995 by forging a partnership with Grupo Financiero Banamex-Accival (see SourceMex,
1995-09-13).
The US Securities and Exchange Commission (SEC) has charged MCI WorldCom with defrauding
investors because the company tampered with its accounting records to hide its financial losses.
"This situation vindicates the position of the PRI delegation in Congress that this is not the
time to increase foreign investment in the telecommunication sector beyond the 49% currently
allowed," said PRI Deputy Jesus Orozco, who chairs the communications committee (Comision de
Comunicaciones) in the lower house.
PRD legislators echoed this sentiment. "We have to be careful with foreign capital because we
can never know what is happening behind the scenes," said PRD Deputy Victor Manuel Ochoa
Camposeco.
The development is expected to have a long-term negative impact on the global telecommunications
sector, including in Mexico. MCI WorldCom officials said the company would be forced to divest
some of its global holdings, including its share in Avantel. MCI WorldCom has already hired
financial intermediary Goldman Sachs to manage the sale of its shares in Avantel and in Brazilian
telecommunications company Embratel, US financial sources said. MCI WorldCom, which has
requested assistance from the US government, has also expressed its intention to divest itself of
"nonstrategic" properties in Japan.
The MCI WorldCom situation may also serve to neutralize, at least temporarily, criticism from
the US, which has pushed strongly to end TELMEX's restrictions against Avantel and AT&T's
Mexican affiliate Alestra. "[The US] remains disappointed that Mexico has not enforced domestic
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rules designed to prevent TELMEX from engaging in anti-competitive practices," US Trade
Representative Robert Zoellick said earlier this year.
In February, the US Trade Representative's Office (USTR) filed a complaint before the World Trade
Organization (WTO), accusing Mexico of continuing to block access to its telecommunications
market by maintaining TELMEX's near-monopoly status (see SourceMex, 2002-02-20).
The WTO created a dispute-resolution panel in April and is expected to issue a ruling before the
end of the year. TELMEX has taken some steps to reduce interconnection fees for Avantel, Alestra,
and other telecommunications companies, but these actions have not been sufficient to appease
competitors (see SourceMex, 2000-09-20, 2001-01-10). TELMEX has responded to the US pressure
by pointing out that the US has refused to reciprocate by easing restrictions on TELMEX. TELMEX
has been offering limited long-distance service in the US under a permit approved in 1998 (see
SourceMex, 1998-08-12). In April, COFETEL officials said the Fox administration could present its
own complaint against the US for erecting barriers that prevent TELMEX from expanding further in
the US. "At the moment, we will respond to the US action before the WTO," said COFETEL director
Jorge Arredondo. "Eventually, we may think of other options." (Sources: The Wall Street Journal,
05/16/02; The News, 05/09/02, 05/10/02, 06/13/02, 06/14/02, 06/17/02; Reuters, 04/17/02, 06/26/02;
Associated Press, 06/26/02; El Economista, 06/27/02; Novedades, 04/18/02, 05/02/02, 06/28/02; El
Universal, 04/29/02, 06/06/02, 06/27/02, 06/28/02, 07/01/02; CNI en Linea, 07/01/02; Milenio Diario,
05/02/02, 05/10/02, 06/06/02, 06/13/02, 06/14/02, 06/27/02, 06/28/02, 07/02/02, 07/03/02; La Jornada,
05/02/02, 05/10/02, 06/13/02, 06/14/02, 06/24/02, 06/27/02, 06/28/02, 07/02/02, 07/03/02; Reforma,
05/07/02, 06/14/02, 06/17/02, 06/27/02, 06/28/02, 07/01-03/02; El Financiero, 06/05/02, 06/06/02,
06/13/02, 06/19/02, 06/27/02, 06/28/02, 07/03/02; La Cronica de Hoy, 06/17/02, 06/27/02, 06/28/02,
07/03/02)

-- End --
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